U.S. International Transactions,
Fourth Quarter and Year 1979

Fourth Quarter 1979

A reduction in foreign official assets
in the United States, largely reflecting
exchange market developments, and
sharply reduced capital flows reported
by U.S. banks, reflecting tighter 1.5,
credit conditions and the imposition of
a marginal reserve requirement on
increases in banks' managed liabilities,
highlighted U.S, international trans-
actions in the fourth quarter of 1970,

Foreign assets in the United States
inereased $2.1 billion, after a $24.3
billion inecresse in the third quarter.
Foreign official assets decreased $1.5
billion, after a £5.7 billion inecrease.
The decrease was due to substantial net
intervention sales of dollars by Japanese
nuthorities to limit the depreciation of
the yen. These sales more than offset
limited dollar purchases by a European
monetary authority and increased dollar
placements in the United States by
OPEC members (table B).

Among other foreipn assets in the
United States, U.S. linbilities to privaie
foreigners and international financial
institutions reported by U.S. banks
inereaged $1.4 billion, compared with a
214.5 Dbillion inerease in the third
quarter. The sale of mark-denominated
U8, Treasury notes to German resi-
dents, to help support the dollar against
that eurreney, aceounted for $1.1 billion
of the fourth-gquarter inerease. Among
other bank-reported liabilities, inflows
from branches of T.5. banks in the
United Kingdom and in the Caribbean
declined substantially. U8, banks’
needs for foreign source funding were
reduced by some slowing of demand for
domestic bank loans, which was partly
the result of tighter U.S. eredit condi-
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tions, the imposition of the marginal
reserve requirement, and some related
shifting of loans from U5 banks to
offshore branches,

Net foreipn purchases of securities
other than TU.S. Treasury securities
were $0.3 hillion, compared with $0.6
billion. The escalation and volatility
of interest rates, and uncertainty about
the dollar, led to a wirtual halt in the
igsue of Eurobonds by 1.5, corporations.
Inflows for foreicn direct investments
in the United States declined $0.9
billion to $1.9 billion, due to a decline
in net equity and intercompany ac-
counts. Most of the decline was ac-
counted for by a shift to net outflows
for trading affiliates of U.K. parents.
Reinvested earnings  were  slightly
higher,

.5, assets abroad increased %14.8
billion in the fourth quarter, compared
with §24.8 billion mm the third. U.S,
official reserve assets inereased $0.6
hillion, compared with a $2.8 hillion
decrease. The inecrease primarily re-
flacted the acquisition of marks from
the sale of mark-denominated TS,
Treasury notes abroad. The acquisition
was partly offset by some repayment of
earlier mark borrowinez under official
reciprocal currency srrangements.

Among other U.S. assets abroad,
claims on foreigners reported by U8,
banks increased $7.3 billion, compared
with $17.1 billion in the third quarter.
A drop in outflows to Western Europe
accounted for most of the decline and
partly reflected tighter 11.8. eredit con-
ditions, Although outflows were reduced
for the quarter, outflows in December,
at 310 billion, were nearly as larze ns
the outflow in August, There was a
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sharp reduction in U.8. bank purchases
of high-vield foreign financial instiu-
© - ents, primarily certificates of deposit
., issued by foreign bonks, held for the
accounts of U.5. money market mutual

+ funds.
Net U.8. purchases of foreign securi-
ties were $1.1 billion, compared with
- $2.2 billicn, in the third guarter, re-
_-'.:_ flecting n decline In new issues of
[ Conadian securities. Outflows for 1.5,
r* direet investments abroad wers #4.9
'v1, billion, compared with $6.9 billion. The
| decrease wns nccounted for by o shift
“-to nsmull net inflow from a nat cutflow
_in equity and intercompany accounts;

reinvested enrninge remained at $4.9
hillicn. Met outflows to petroleum
affilintes weare virtually unchenged, in
the ngerepate, although thers was &
shift to net inflows from n DMiddle
Eastarn affilinte, reflecting hipher tox
and rvoyalty linbilities io the host
Government due to a retroactive crude
petivleum price incrense. For mony
other 115, parenis, there were net in-
increpses in  short-term  receivebles,
probubly veflecting incressed indebted-
ness of pefining affilintes to them for
higher priced cruda purchosed from
other affilintes. A drop in outflows to
nenpetrolaum  atfiliates lorgely reflec-

ted inflows from profitable foreign
automotive affilintes to finance TS,
operations.

The current account shifted from a
surplus of $1.1 billion in the third
quarter to o deflcit of $0.9 billion in the
fourth (chort 12). About two-thirds of
the shift wos due to an incrense in the
merchindize trade defici, from 37.3
billien. to $3.5 billion. The iocrease in
nonpatroleum imports accelevated nnd
the incresse in petrolenm imports
dacelerated. Nonagriculiurnl exports in-
crensed at about the same rate as in
the third quarter. Agriculbural exports
incrensed at o slower rate, but ship-
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ments of grain to the Seviet Tnion
remnined strong. Net rveceipis on
services tronsnctions declined rom $9.8
billiory {c $9.3 billion. Theie wus o
declineg in direct investment income,
which had been boosted in the third
quarter by oew legislation governing
taxation of inventory profits of affilintes
m the United Kingdom, and an in-
crease in income payments on other
private assels. These chonees were
more thon oflset by an incrense in in-
como recelpts on other privele sssets.

Annlyeis of fourth-quartey interma-
tiotinl transsetions is meda diffeuit by
the large—$13.7 billion—statistical dis-
crepancy {errors oand omissions in
reporiad tromszctions), It partly ve-
flected actual andfor anticipated insta-
bility in the infernationnl economic,
finsneisl, -and political environment.
Thers were unusunlly larpe unrecorded
net infiows from Japan, sugpesting that
the decline in the vaive of the Japonese
¥en ogainst the dollar in foreign ex-
changa mrrkets way o contributing
factor. Some other aress, howavaer, also
registered unusuglly larpe unrecorded
net inflows in the fourth quarter
{tabla 10).

After the OQctobar 6 announcement
of credit-tightening measures by the
Federal Reserve, the dollar strength-
ened, and by the end of the month wns
3 to 6 percent higher ageinet most
Wesiem Eurepesn currencies.) How-
ever, in November and December, as
interest retes abroad advoenced along
with T3, rates and U.5, trade and in-

fiaticm showed no improvement, the
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dollar once more depraciated sgainst
most of these currencies. Devalopments
in Iron and the freezing of officinl
Tramian sssets in the United States in
mid-November nleo exerted downward
pressure on the dollar. By yenrend, the
dollar was no higher relztive to these
Europsan currencies then at the end of
September. In contrast, the dollar
apprecisted ¢ percont agninst  the
Japanese yen, despite substantial in-
tervention in exchopge merkets. On o
trade-weighted besis, the dellar was
virtually unchanged against the cur-
rencies of 10 industrial countries and
sppreciated 2 pereent sgoinst the em-
renciss of 22 QUED eountries (table
C).

The Year 1970

Surmmary

Sharply highar prices for imported
patroleum, and ropid shanges in do-
mestic g foreign finanecisl conditions,
dominated developments in the TS,
cuwrrent end capital accounts in 1972,
Trespite a doubling in petroleum prices
and on $158 billion riza in the patroleum
import bill, the merchondise trade
deficit declined from 3$33.8 billion to
$29.5 billion. Sustained growth abrond
contributed o strength in nonagri-
culturnl exporis, while slower TIS.

—_
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4
growih Jed to nslowing in nonpetreletm. ,L
imports to half their 1978 rate of in-
erpaso.  Agriculturel expurts  ware “V
holstared by substantial grain purchases ..
by the Sovist Union. In addition, the
lagged impact of the 1978 dollar depre-
ciation tended to incresss the competi-. |
tiveness of U3, sxports ond modetnts
demand for some U.2. imports. Part of
the incremse in competitiveness was .™
offsat by an acceleration of T8, in-
flation (due in part to higher energy ©
costs) ralative to infation nobread,..
which led to further deprecm.tmn of t.he
dollar ngainet most major CUTZENCIos
exeept the Japunesa yen. Jl‘
The decline in the current-account |
deficit frorn $13.5 billion to $0.3 bhillien ™
wis larger then the decline in the trade, .[
doficit bocouse net receipta of income

~on TS direst investments abroad =

showed exceptional strength. Receipis .
from petroleum affilintes were par-
tieularly strong: most of the prica in-*
cranseg for erude and refmed petrotenm,
were passed on ond operating rates for
many affiliates increased significantiy.*
New lepislation relating to taxefion of
inventory profits in the United King-
dom resulted in o large one-time boost
to enrnings of afiliates there. A marked
rige in minerals prices and higher utili-
gation of copacity boosted receipts
from mining affliates. Recoipts and
payments of ipcome on other privete
sud TJ.8, Government nsseiz advanced
etrongly in 1979, and remained in ap-
proximate balance.

The dollar was mors stable, on aver-
age, than in 1978. Both fluctvations &
during the year snd the decline from

Taile Co~Inderes of Foreign Currency Peice of the 1.5, Dollay
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yearend to yearend were smaller. In
the early months of the year the dollar
appreciated, reflecting the dollar sup-
port program announced in November
1978 and market perceptions that the
Tnited States was in a betier position
than most other countries to absorb
higher petroleum prices and possible
disruptions in petroleum supplies. The
dollar stabilized in May, but began to
depreciate by late summer when the
market became increasingly concerned
about U.S. inflation. Although TU.S.
interest rates rose sharply beginning in
August in response to both higher in-
flation and tighter monetary policy,
real 1.5, rates remained low relative to
those m Germany. This disparity con-
tributed to widespread expectations
that the mark would be revalued
against other currencies in the European
Monetary System; this revaluation oc-
curred in late September. A further
tightening of U.S. money and credit—
most importantly as a result of the
measures announced by the Federal
Reserve on October 6—strengthened
the dollar. However, partly in response
to Iranian developments, by yearend
the dollar declined to the same level
as at the end of September. Throughout
the last half of the year, foreizn mone-
tary authorities moved to restrain
monetary growth and raise interest
rates in line with successive T.5. rate
rises to maintain desired exchange rates
and limit domestic inflation.

There was substantial exchange mar-
ket intervention to limit currency
fluctuations in 1979, U.S. official reserve
assets increased $1.1 billion. The prin-
cipal factor in the increase was the
acquisition of German marks and Swiss
francs from the sale in the first and

* fourth quarters of three U.S. Treasury

note issues abroad denominated in those
currencies, These increases more than
offset a third-quarter reduction in
foreign curreney holdings due to U.S.
siles of these currencies to support the
dollar in exhange markets. Foreign
officin]l assets in the United States
decreazed $15.2 billion, in contrast to a
$33.8 billion increase in 1978. There
were large deereases in the first half of
1979, when Japan, Germany, and
Switzerland intervened to limit depre-
cigtion of their currencies, and in the

SURVEY OF CURRENT BUSINESS

fourth quarter, when Japanese authori-
ties again intervened. Partly offsetting
were increases in assets placed in the
United States by members of OPEC in
the last hall of the year, and net in-
tervention purchases of dollars in the
thirdl quarter by several European
countries,
Bank-reported flows

capital were

47

large in 1979. Despite tighter U.S.
credit conditions, nereases in claims
reported by 1.5, banks, at $26.1 billion,
remained strong, reflecting sustained
eeonomic expansion in other industrial
countries and lending to foreizners to
pay for petroleum imports. Additional
increnses in these claims were due to
1.8, residents investing i high-yield
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foreipn bank cartificates of deposit held
for sccounts of U.S, monsy market
mutual funds, A substantinl shoe of
financing for TS, bank landing abroad
end in the Umial Stotes was obfained
from offshcre brenches of U.S. banks.
Thest branches in the Coribbenn and
the Upited Iingdom accounted for
nealy all the stopup in U.S. bonk-
reported liahilities, from an increnss of
$19.2 billien in 1878 to an incrense of
£37.4 billion in 1979.

The statistical discrepancy fervors
ancl omizsions in reported tronsactions)
wos 528.7 hillion in 1979, This record
discrepansy makes it difficolt to inter-
pret current- and capital-aecount trans-
petions during the year. Tha statistieal
discrepancy hns tended to be lmpe
during periods of international eco-
nontie, finsncinl, and political un-
certninty. For sxample, enrlier- in tha
197%'s, there were glso luge dizerep-
ancies in 1871, 1974, and 1978 that con
ba pssocinted with uncertainty. In 1975,
the exceptional 23-percent apprecintion
of the dollar against. the JTapanese yen
and diffevenees in halanca of payments
methodolopy and aceounting hetween,
the United Sentes nnd Jopan muy hove
contributad te the large positive
statisticadl discrepancy attributable to
Japan. Also, thera wos a larzs positive
discrepancy attribufable te Other
Countries in Asin and Africa, probably

associated with tronsfers of funds be-
tween OFEC members and other
foreizgn aveas.

I[/.8. dollar in exchange markets

On o trade-weiphted basis, from the
end of 1978 to the end of 1979, the dollar
depreciated 1 percent ngainst the cur-
rencies of 10 industria! countries and
nppreciated 4 percent against the eur-
rencies of 22 OECD countries. How-
avel, underlying the relativa stability
theve wae wide dispersion: n 23-percent
appreciation ogainst the yen, a 2
percent deprecintion apainst the UK.
pound, a 3-6 perceni~lepreciation
ageinst most Western European cur-
rencies, and a 1-percent depreciation
against the Copadion dollar.

In the sarly months of 1979, there
was 4 reflux of {vnds from Germany,
Switzerland, and fapan back into the
dollor, ns previous odverse lecds and

SURVEY OF CURBENT BUSINESS

lags were unwound and short positions
agoingt the dollar were coversd. Sub-
stantial dellar sales by German anul
Bwiss monetary suthorities and pur-
choses of martks by US. authorities
helped to limit the dollms cantinued
gpprecintion in March and April. The
muwket evidently viewed the petroloum
price increases and possible petrolenm
shortages os less serious problems for
the Tnited States thon for Waestern
European countries anch Japan.

These perceptions began to changs
in late spring oml eorly summer. In the
Unitecl States, inflation nceslarnted,
and the trede deficit remained Jarze.
Abrond, intersal rates rose sharply,
particularly in Germany, namowing
diffeventials in favor of the United
States. Monetary nuthorities of other
Europaan countries whose currencies
wara linkad to the madk alzo inerensed
intarest rates, to support their eurren-
cies and reduce inflationary pressures.
Ag 4 rezult, the dellar’s 1isa was holted
anel it declined slightly igainst most
Evvopean currencies Juring the summar
months. Forsign monetory avthorities
mnile heavy purchoses of dollirs in ex-
change morkets (in contrast to net sales
in the first five months).

By August, the dellar began to de-
teriorate as the muorket, even after o
further roumd of tichtaning in TS
monetary poliey, became incrensingly
concerned about TS, inflation and
gharply rising priess in pold, silver, ancd
other commodity markets. In addition,
Germon inierest rate increases con-
tinued to ootpace incresses in the
TUnited Stntes and slsewhers, sontribut-
ing to expeciations of & revaluntion of
the mark agninst ather Furopean cu-
rencies. The revaluation was effected
at the endl of Septembar, somewhat
alleviating pressure on tha dollar,

The market’s reaction to the QOetaber
6 Federnl Reserve mensures. was
generally positive, amd the dollar
strangthened ngainst European em-
rencies through October. The sale of
mark-denominated U5, Trensury notes
in November salso helped tha dollar.
Henwever, the politicel situation in Eran
ond the freezing of ofivinl Iraninn pesets
in the United States in mid-Wovember,
in response to & threat by Iranian au-
thorities to withdrow funds from .5

Mareh 1980

bapks, exsrted downword pressure on
the dollw. At the somes time, fareign
monetary anthorities continued their
afforts to restrain monsay and eredit
growth and raise domestic intersst ratas
€0 Jreep poce with auccessive vounds of +
tightening in tha United States. In this
environment, the dollar declined bgoain
from itz early November highs. s

Merchandise trade "

Although in¢reases in petrslsum -
prices wera a dominant fenturs of U5
merchandise trade in 1979, thers were
other factors that importantly affected -
trade patterns. Substantial dellar de-
precistion against most major curren-
cies in 1978 inecrasnsed the compatitive- -
nese of U.S. sxports to many major
trading pariners and was reflected in
inerensed spanding for imports from the
Unitad States in 1979. Also, average
raal zrowth amonp six major trading
partners remained ohout 4 percent,
while prowth in the United States
slowed from 4.4 to 2.3 percent, serving
to moderate the rise in T.5. spending
for imporis.

In chis environment, the U.5. mer-
chantlise trade deficit declined to $29.5
billion from %33.8 billion in 1978, BEx- J
ports increased 28 percent, to 5182.1 J
billion, aftar an 18-percent increass in -
1073, Imports increased 20 percent, to
£211.5 billion, after & 16-percent in-
craase. Export volume inecreased 10
parcent, compared with 11 percent. Im-
port volume incrensed 2 percent, ¢om-
pared with 10 percent.

Nonsgricultural exports increasecd 31
percent, almost twice the 1978 in-
crease. As measured by Censuz volume
and unii value indexes, about bLwo-
thirde of the incrense was in prnces,
compered with twofifths in 1978,
Agriculturs] exports incrsased 18 per-
cent, mainly in price, alter a 23-percent
incrense in 1978, mainly in volume. -
Petroleum imports inoreased 42 pereent,
pearly all in price, comparad with & 6-
percent decline in 1978, all in vchone.
The rviss in mnonpetrolevm imports
slowad markedly to 14 percent, about
one-half tha 1978 increase; neatly all of «
the 197% increase was in prices, com-
pered with about one-half in 1978,

Nonagrieulturnl axports incrensed 31
percent. to $146.7 billion; volume in-
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creased 11 percent (chart 14). There
were increases in all major commodity
categories, with particularly strong in-
crenges in capital goods and industrial
supplies. About $12 billion of the total
$34.5 billion nonagricultural export
rise was aceounted for by eapital goods,
which had also risen strongly in 1978.
Electrical and nonelectrical machinery
increased %1.6 billion and %6.5 billion,
respectively. Deliveries of wide-bodied
passenger aireralt and new equipment
for older generation aireraft to rebuild
foreign fleets increased $3.2 billion and
were 45 percent above 1978 dehveries.
Exports of industrial supplies inereased
$17.5 billion. Within this eategory,
chemicals inereased $4.1 billion, a 40-
percent increase over last year,
especially to Asia, Western Europe and
Latin America. There was also a $4
billion rise in nonmonetary golid exports,
lnrgely related to sales by the U5,
Treasury and the International Mone-
tary Fund,

Agrienltural exports increased 18
percent, to %354 billion; volume in-
creased 4 percent. Nearly one-third of
the inerease was due to higher ship-
ments to Bastern Europe, especially to
the Soviet Union in the last half of the
yvear. Exports to the Soviet Union of
corn, wheat, and soybeans were 19.1
million metrie tons, compared with
13.6 million in 1978.

About one-half of the total import
increase in 1979 was accounted for by
petroleum, which inereased 42 percent
to $60 billion. Nearly all the increase
was due to higher prices, which rose
from an averagze of $13.60 per barrel in
January to $25.01 per barrel in Decem-
ber, The average price for 1979 was
%18.67, compared with $135.29 for 1978,
The average number of barrels imported
daily was 8.81 million, compared with
8.72 million. The increase in volume
went into inventories, which at yearend
were 1 percent above s year ago. The
number of barrels imported from OPEC
members was down 2 percent. Sharp
declines in imports from Iran and
Indonesia were partly offset by the two
major U.3. suppliers, Saudi Arabia and
Nigeria, whose exports to the United
States increased 20 percent and 21
percent, respectively, Petroleum im-
ports from Mexico substantially ex-
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poeded those from Canadae and many
OPEC members (table I2). Imports as
a percentage of consumption rose to 48
percent, still below the peak of 50
percent in 1977 (chart 15).

Nonpetroleum imports increased 14
percent, to $151.5 billion. Imports
of most major commodity categories,
particularly consumer roods and autos,
increased at a slower rate than in 1978,
The slowdown in consumer goods, [tom
a 33-percent increase to a G-percent
increase, largely reflected a sharp de-
cline in imports of consumer electronic
produects—particularly color television
sets, many of which are now assembled
in the Unpited States by Japanese
affiliates. The slowdown in the rate of
growth of automotive imports from 30
percent in 1978 to 6 percent in 1979
was caused by a sizable decline in
imports of large-size models and of
components from U.8. affiliates in
Canada. However, automotive imports
from the rest of the world—mainly
Japan—rose 15 percent, following a
4-percent rise in 1978, Total sales of
imported autos inereased 17 percent
to 2.33 million units, in contrast to a
1-percent decline in sales of domestic
autos to 8.34 million units. Nonpetro-
leum industrial supplies remained the
leading commuoiity ecategory in terms
al growth, inereasing $7.4 billion and
aceounting for about two-fifths of the
rise in nonpetroleum imports. Chem-
icals, paper, and paper-making ma-
terials were particularly strong. Steel
imports inereased 2 pervcent in value,
to $7.8 billion. Capital goods increased
$5.3 billion; there were substantial
increases in specialized industrial ma-
chinery, aircraft, and aireralt parts.

By area, the merchandise trade bal-
ance with developed countries shifted
from a deficit of $11.4 billion to a sur-
plus of $1.3 billion. The surplus with
Western European countries increased
%07 billion to $12.4 billien, and the
deficit with Japan declined $2.9 billion
to $8.6 billion, due to the rise in exports
and moderation in imports, The surplus
with Western European countries was
well above the annual surpluses of 1975~
77. The deficit with Japan was slightly
higher than in 1977. The deficit with
Canada inereased slightly to $2.4 bil-
lion. Both exporis to and imports from
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developing countries othar than OPEQ
members prew fnster than trade with
developed countries; the deficit with
developing countries declined $2.7 bil-
lion to 33 billion, the lowest zince 1976.
The deficit with OPEC members was
$30.5 billion, compared with $15.4
billion in 1878. The increase was en-
tirely due to higher petroleum imports;
exporis declined slightly,

Service transactions '

Nat service recoipte incrensed 39.4
billion to $34.7 billion in 1979: the
A7-peceent merenss followed inerenses
of 18 percent nml 13 percent in 1978
and 1977, respectively (tabla D). Net
direet investment income receipts con-
tinved to be the major source of growth
in the services balanes, incronsing $10
billion to $31.6 billien.

BRersiptz of income op T8, direct
investments abroad increassd $12.1 hil-
lion to $37.7 billien, divided aboui

I. Conglala of poods ond sorwiees Lenasfeired ander rilliacy pabis sonlroels 2 fmpode of goode and eordces by T8,

evenly between incraases in interest,
dividends, and earnings, and reinvested
anrninge. Much of the increase was in
petrolenm, nd was due to higher oper-
ating rates, profit margins, and prices
on final products, The incressa in
peitroleum  preceipts was  parkicularly
lovge [royn the United Kingdom, wheve
North Saa production increased 4%
percent, and from the Middle East,
where affiliates with access to lower
priced crude showed the larpest ip-
crenses. In addition, there wera
increases in receipts from Western
Europe, where prices of refinad prod-
ucts tended to ouipece arude contrack
pllces,, wrvd from Cenods. In intarpret-
mg the lovge increnze in petroleum
income, it should he noted thot over-
supply end relatively stahle prices had
charocterized petrolanm morketzs due-
ing much of 1978, wnd total petroleum
income receipts hed ineressed only 3

Table E~=1L5. Imports of Crude Petralema 1
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percant. A factor beosting both petro-
leum ond nonpetrolenm receipts from
the United Kingdom was new legisla-
tion reloding te taxation of inventory
profits, A rapid rise in minersls prices
and higher utilization of capacity
boosted receipts from mining affilintes
in Canade and Australia,

Payments of income on foreizn direct
investments in tha Thnited Stetes in-
creased 3$2.1 billien te¢ $6 Dbillion.
Petrolenm affiliates of Western Euro-
pean parents accounted for one-holf the
incrense. Patrcleam price incressee,
improved profitabihty, ond » major
incrense in a foreign parent’s share of its
US. affilists earnings contnbuied to the
risa. Higher earnings of trade sffiliates
of Japanese wuto compamies reflectad
mcreased profitablity and n gain in
market shara.

Net incoms on other invesiments
shifted to a surplus of $0.8 billion from &
small deficit in 1978. Reecsipts, ot $28.1
hillion, increagsed 310.3 billion, refect-
ing the eontinved atrong rise in lending
to forsigners by U.S. banks and o
syhstential increase i interest rates.
Paymente, at $27.5 billion, inerenssd
$0.8 billion, reflecting n doubling in
.5, bhank liabilitles to privete
foreigners omd higher U.S. interest
rates, partly offset by 2o decline in
foreign official nssat holdings in the
United Btates.

There was a shift to net payments of
$1.2 billion in U.S. military transactions
with foreigners. Transfers under T8
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‘4 military agency sales contracts declined
y $0.5 billion to $7.2 billion. Deliveries to
' Iran were terminated in the first gquarter
¢ and were only partly offset by military
pireraft deliveries to Western Europe.
Direct defense expenditures were up
*£1.2 hillion to $8.4 billion. Increased
costs for crude and refined petroleum
products accounted for $0.5 billion of
* the rise. Expenditures for construction
petivity in Saudi Arabia increased $0.3
hillion.
International travel and passenger
fare transactions resulted in net pay-
ments of $1.9 billion, down from 32.5
billion in 1978, Total spending by
foreieners in the United States was $8.3
billion, an incresse of 15 percent.
*Receipts from Canadian visitors de-
s elined 7 percent, to $2.1 billion. Receipts
from Mexican visitors incressed 23
! percent, to $1.8 billion, and those from
. oversens visitors increased 22 percent,
to $4.4 billion. The depreciation of the
“dollar and the availability of budget air
, fares contributed to the rise in overseas
visitors. U8, travelers spent $9.5 hillion
" in foreign countries, up 12 percent from
1975, Expenditures in Canada increased
14 percent to $1.6 billion ; in Mexico, 17
pereent to $2.5 billion; and in overseas
. tountries, 9 percent to $5.4 billion.
Much of the expenditure increase in
* overseas arens reflected higher prices
* nbroad and the depreciation of the
dollar; travel volume to overseas areas
** was unchanged. Passenger fare receipts
_.were up 46 percent; payments wers
unchanged.
Sharp increases in freight rates and
"o port expenses for merchandise exports
and imports raised U.S, transportation
* receipts and payments $1.2 billion and
.t 51.5 billion, respectively. Fuel cost in-
creases wers o major factor. Foreign-
~ flag import and U.S.-flag export volume
- were virtually unchanged from 1978,
Inereases in ocean freight rates ae-
" counted for almost one-half of the total
¢« »ineresse 0 transportation payments.

* L8, assets abroad

- U5, assets abroad increased #65.4
billion in 1979, compared with $61
billion in 1978. There was o slowidown

" in the rise in bank-reported outflows,

+ to $26.1 billion, from $32.7 billion; they

8
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remained large despite tighter U.S,
erelit conditions. Outflows for U5,
direct  investments abroad inereased

$8.1 billion to $24.7 billion, largely in
the form of reinvested earnings.

The increase in net elaims on for-
eigners reported by US, banks, although
6.6 billion less than in 1978, was sub-
stantinl, and rveflected sustained eco-
nomic expansion and demand for dollars
abroad. The demand for dollar financing
may have intensified as several foreign
imdustrinl countries moved to limit the
supply of, anil increase the cost of, bank
eredit. A number of countries require
additional finaneing to pay for higher
priced petroleum imports. U.S. banks
also purchased substantial amounts of
high-yield foreign finanecial instruments,
primarily eertificates of deposit issued
by foreign banks, which were held for
accounts of U8, money market mutual

5l

funds. To partly finance domestic and
foreign loan expansion, U.5. banks
drew heavily on nondeposit sources of
funds, including borrowing from off-
shore branches of U.8, banks, The latter
wis one of several factors leading to the
Federal Reserve's October 6 imposition
of the 8-percent marginal reserve re-
quirement on increases in managed lia-
bilities. After the requirement became
effective, U.B. parent banks shifted
some loans to foreigners to their
branches in offshore financial centers
in the Caribbean and in the United
Kingldom, in order to reduce the net
deposit position to which the require-
ment was applicable.

Severnl [actors contributed to the
reduction in outfows from the record
1978 level. First, exchange market-
related borrowing of dellars, which was
particularly evident in the fourth guar-
ter of 1978, dul not recur in 1979,
Second, U.S bank lending rates were
higher than most foreign rates, es-
pecially in the latter part of 1979, Third,
strong domestic loan demand and nar-
rowed spreads in the Eurobanking
market mude foreign lending less attrac-
tive, anid as a result U.S. banks did not
purticipate in many 1979 Euroloan
synidieates, especially in the first half
of the year

By area, the decline in 1979 ontfows
was primarily to Western Europe, al-
though loans to the United Kingdom
doubled. Loans to Canada decreased
sharply; Japan remained a heavy
borrower. In Latin America, loans
to Arcenting aml Mexico inereased
substantially, Borrowing by Brazil
remained  strone.  Loans to OPEC
countries  declined, as  outflows to
Middle-Eastern oil-exporting countries
dropped  substantially, amd those to
Venezueln, Ecumdor, and African oil-
exporting countries were unchanged.

1.8, official reserve assots increased
#1.1 billion in 1979, compared with a
£0.7 billion decrease in 1978. The
change reflected  the aequisition of
German marks and Swiss francs from
the sale of three 1.8, Treassury note
issues denominated in those currencies
in the first and fourth quarters, aml
offsetting sales of marks, principally in
June anid September. Assets were also
inereased by the allocation of special
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drawing rights, The United Statas ne-
quired gold as part of the IMPF restitu-
tion progrum.

Net U8, purchaees of foreign securi-
tine were $5 billion, compered with $3.5
hillion. There wos a sharp decline in
new Clenedien bond issuss; in contrast
te 1878, the Canadinn Government did
not horrow in the United States. There
wis o sharp increase lm purchases of
Canarlion stacks. Purchasers were ex-
precially strong in the third smul fourth
quarters when Cenadinn stock prices
rosa, probably reflecting Conado’s vela-
lively favorsbic domestic energy ond
raw materigls position, Net sales of out-
skonding boncls declined to 80.4 hillion.
A major factor limiting net sales wos
U8 purchases of British pilt-edged
segurities which were attractive ba-
ennse of high yislds and the 1ee of
the ponmd sterling in exchange markets,

Net eapital ontflows for TS, divect
invesiments abrond ineressad $8.1 bil-
lion, to $24.8 bilhion, Tha increaszs con-
sisted of n $2 hillion increase in equity
sl intercompany sccount outflows
sl 8 §6.1 billion incranse in reinvesta!
spmings. Equity and  intercompany
nceount increnses reflecta) o §3.4 billion
shilt to not outflows to petrolenm
affiliales, partly offset by o $1.4 billion
decline i outfAaws to nanpstroleam
affiliates. There was a larre shift to
et outflows t¢ & Middle Eastarn
pebrolevm nffiliate, which ocoorred
larpely becaunse of second- and third-
nuorier oullows sssoclated with the
shortening of credit terms for ppyment
for crude petrolewm. A shilt to net in-
flows from foreign nutomotive affil-
iates accounted for well over one-half
of the dechne in oet cutflows te non-
petrolanm adfiliates for the yoar.

Foreign assetz in the United Statas

Foreirn ossets in Lhe United States
incresse:d $33.9 hillion, compared with
§61.7 billion in 1978. Foreign officinl
nzzets decraased ehavply, lavgpely ve-
flecting net intervention seles of dollars
by severs]l major countries to Limit the
deprecintion of their currencies through-
out rnueh of the year. Inerease| dollar
placements by OPEC members in the
last hall of the year were partly off-
satting. Bank-reported liabilities to
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private fovedrners and  international
firancial institutions inereased shorply,
ng T8, banky drew heavily on offshore
Lanking centers to meet loan damand
in the Unitedl Siates and abrosad.

Foreign official nssefs in the United
States decreased $15.2 billion, after o
$33.8 billion increaza in 1978. Thare
were large decrasses in the firse helf of
the yesr reflacting net  intervention
sales of iolars by Japon, Germany,
and Switzerlaml to Nmit the decline of
their currencies, In the thivd querter,
European and Japanese monelary au-
thorities shiftel to net intervention
[rurchases as the dollar declined. In the
fourth quacter, there were ogain net
intervention sales of dollas to limic
deprociation of ile yen, which maore
thon offset daller purchases by » major
Europern authorily ant increased clal-
lar placements in the Unitel Stotes by
members of OPEC, These placements
pertly reflected the viss in QOPEC
receipta from petivieum sales, Most of
the thivd- and feurth-quarter OPEC
plocements were in short-term bank
leposits and Treasury bilts vather then
in Goverpment bonds. The reduction
in assete hell by industrial countries
wis primarily {rom heldings of Treasury
hills and cortificates.

Lishilities to private [oreigners ans
internationsl financinl insGtutions re-
poried by US, banke (lines 68, 72,
and 73, teble 2} incressad $37.4 billion,
after g $10.2 billion inerepnse. In con-
trael to 1878, U.S, bapks in 1979 f-
nanesd a larps shore of domsatic ans
foreign leans by borrowing from Carib-

Mucch lﬂm
bean banking centers and branches ll‘l‘-n!
the Tnited Kingdom, Liabilities to |
thosa financial centers incrensed $24.9
billion, compared with a $7 biflion in-+ v}
crense in 1978, Liabilities to other I
countries in Western Europe incressed
£6.7 billion, compared with & $56.3 bil--
lion inerense. (Tha incrense in Nahilitias |
te Germony and Switzerland inctudes
£3.7 billion of muwk- and Swiss franc- +
ilsnominated U.S. Treasury notes sold |
as part of the doller support pmgmm]'
Linhilities to OFEC countries inerensad: -
$1.7 hillion, eompared with a $1 billion |
inerense.

Inflows were strong in the fivst seven =
months of 1979 althouszh interest dif- .
ferentials narTowed stendily, as T8,
rates remained relatively stable, st
high levels, and interest rates abroad .
increased 300400 basiz peints, In
August, when U.S. inferest rales began ©
to vise sharply along with {oveign rates, .,
inflows surged as U5, hanks stepped up
their borrowing from farsign branches.” !
Mejor contributing {actors were acbual ;|
an<l anticipote: heavy lonn Jemand in
the face of further tightening of U.S, 4
and foreign financia! conditions, ond
perhaps onticipation of some form of
restriction by U.S. monetary suthori- ~
tiss on inerenses in Eweodollax hormw-
ing. Once tha marging reserve raqmm-
ment took affect in Oetober, inflows ™
from branches slowed markedly and A
U.8, banks shifted some lonhs to
branches in offshora financicl centars, ™

Net (areign purchnses of .8, secuii-w,
ties other than U.8. Treasury smurmes.
ak $2.8 biltion, were virtually unchangad *
from 1978, Volotile long-term interest
rates amul periodic weakness of the dellar
in oxchonge markets reduced net pur- *
chnses of cutstasxling bonds in thee
secaml holf of the year. The zame fa-c-
tors lad to o helt in Burobonds nnw!-:f
issued pbroml by US. corporntions .
duting that perisd, although such issues
doublad 1o $1.% billion for the yem, *
reflecting stromg borrewing in the firste
seven monthe. Net foreign purchases of
U.S. stocks were down slightly. Nat
purchnses by Canadians picked up in ™
the lnst half of the year, payallsling the .
rise in U8, purcheses of Conadion .
stocks.

{Continucd on page T1) -
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SURVEY OF CURRENT BUSINESS
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72 SURVEY OF CURRENT BUSINESS

(Conlfawed from page T3

Specie! revonciliation able: net ex-

port and balence on goods and
services

A reconeilintion of the definitional
and stotisticnl differances between net
axport of goods end serviees in the
national income and product accounts
nnd the balanes on zoods and services
in the balanee of payments aceounts is
shawn in table 4,

Fourth-guarter WIPA revisions

The 7-day revisions of the national
income and product sccount astimates
for the fourth quarter of 1979 ave shown
in table 5.

(Conttnacd frome poge §8)

Net inflows for foreign direct invest-
ments in the United States incrensed
$1.4 hillion to $7.7 billion. The increase
was more than accounted for by highar
reinvested enrnings, which increased
$1.5 billion to $2.3 hillion. About one-

for those who make their living by numbers-

Brste seansmie data

from the Bureau of Economie Analysis

M ornaah bor GNP ik uamrs

SURVEY OF LY
Cl BUSINESS STATIZTICS.
The jeurns nau record Uiqnd

A woihtly updatimg service for
dmta that ar ip the
gid:icﬂ {ﬂuﬂl pl? of the
Published reonihly. Sirvey of Curent Gsines

0.5, Ceparimanl of Commence, Buragy of Economec Analysls

M i ot bl mpsa syels snalmts,

CONDITIONS DIGEST.
The Wall Etred Jowrrmt! eaid
it. wna "tha single moet vanful
mmenl publication, in
4 apimion o mm:%
analysa.” (March &1, L877)

Publizhed monthly.

half of the increase was nbtribuiable to
potrotewrm offilictes, particulady those
of Buropean povents. Inflows on equity
and intercompany accounts wers down
$0.1 billion to $3.2 billion. A $0.3 billion
decreass in equity inflows (copital stock
and additionsl paid-in capitel) more
than nocounted for the decrensa,
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